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EUROPEAN TRADE BLOCS 
AND AMERICAN EXPORTS 


ONCERN over threats of damaging discrimination 

against American exports, at a time when the country 
is confronted by a large deficit in its international balance 
of payments, has projected the United States into the 
midst of European trade rivalries. At mid-January meet- 
ings in Paris of the United States and Canada with the 
18 members of the Organization for European Economic 
Cooperation, Under Secretary of State Douglas Dillon said 
this country, subject to the approval of Congress, was 
“prepared to assume full and active membership” in a re- 
organized O.E.E.C. The purpose of the enlarged organi- 
zation, Dillon explained on Jan. 16, would be to “facilitate 
cooperation between the industrialized nations of the free 
world in meeting the major economic problems which will 
face the world during the coming decade.” 


The 18 O.E.E.C. nations and the United States and 
Canada are to meet again in Paris on April 21 to consider 
arrangements for setting up the proposed Atlantic consul- 
tative organization. Meanwhile, on March 29, representa- 
tives of the same countries will gather in the French cap- 
ital to take up the reports of working groups that were 
appointed in January to study problems of commercial 
policy pertaining to the European Economic Community 
(Common Market) and the newly formed European Free 
Trade Association. It is the competition between these 
two groups, and its potential effects on other countries, that 
persuaded the Eisenhower administration late last year 
that it must take action to safeguard the liberal trading 
principles that have been at the base of U.S. foreign eco- 
nomic policy for the past quarter of a century. In the 
process the United States has moved to establish closer 
economic contacts with European countries than ever 
before. 


Ever since the United States undertook the, task of pro- 
moting European economic recovery after the war, its 
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spokesmen have extolled the advantages of a large trading 
area unencumbered by tariff barriers. American support 
was naturally given, therefore, to developing plans for a 
European Economic Community of six continental nations. 
Great Britain’s subsequent efforts to make the whole of 
Western Europe a free trade area, while logically unob- 
jectionable, gave Americans pause. Although the Euro- 
pean Free Trade Association eventually formed included 
only seven nations, organized into what initially at least 
was a rival p, the possibility of ultimate agreement 
between the groups intensified fears of discrimination 
ri { ; nations. 


s, chairman of Lloyds Bank in London, 
observed in an address before the trustees of the Committee 
for Economic Development in New York last Nov. 16 that 
in 1957, when the European Economic Community actually 

into being, Americans began to wonder “‘whether the 

rrounded by a common tariff wall, were an advan- 

; “And when the Seven showed signs of 

a European Free Trade Association, doubts more 

doubled. This is the point at which the language of 

blocs began to be employed,” and people in this 

“feared that a recovered Europe, even though split 

might be building discriminatory fortifications.” 

Monnet, father of the Common Market, asserted after 

ris conferences in January that any agreement be 

the two blocs “could only lead to preferential ar- 

rangements, harming American exports .. . and dividing 
Europe from America.” 


OPMENT OF EUROPEAN ECONOMIC COMMUNITY 
igned March 25, 1957, unit 

continental neighbor Belgium, France, Italy, Luxem- 
bourg, the Netherlands, and West Germany—in the 
European Economic Community. When the six nations on 
Jan. 1, 1959, took the first step on a 12- to 15-year schedule 
for abolition of tariffs and other restrictions on trade with 
one another, they began what has been called “one of the 
most important undertakings of the Twentieth Century.” ? 
President Eisenhower observed in his annual report on the 
U.S. reciprocal trade agreement program, June 25, 1959: 
“The Common Market promises to overcome many of the 

w with Newsweek, Jar ; 196( 24 


Committee for I 
Meaning to the Un 


tconomic Development, The European Common Market and Its 
ted States (May 1959), p. 11 
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divisive national rivalries that have cost Europe so dearly 
in the past. In promoting international economic strength, 
the Common Market will also provide a basis for more 
stable governments and for stronger defensive forces in 
the interests of world peace and security.” 


Provisions of the Treaty of Rome calling for coordination 
of fiscal, monetary, labor and other policies, as well as for 
elimination of internal trade barriers, made the Common 
Market more than a customs union. It is, rather, an eco- 
nomic union. The community, moreover, has its own 
supranational administrative institutions—executive, leg- 
islative and judicial. The principal economic features of 
the plan may be summarized as follows: 

(1) Tariffs, quotas and other barriers to trade among the six 
countries to be progressively eliminated. 

(2) A common external tariff, applicable to imp rts from all 
countries outside the Common Market, to be imposec ;tarting Dec. 
31, 1961.4 

(3) Restrictions on movement of labor, capital, services, and 
business enterprise from country to country within the community 
to be abolished. 

(4) Cartels and similar trade-restraining devices to be pro- 
hibited, unless they contribute to improvements in production and 
distribution or to technical and economic progress. 

(5) Fiscal and monetary policies of E.E.C. members to be 
coordinated. 

(6) A common agricultural policy to be established. 

(7) Two investment funds to be created—one to operate in 
Europe and the other in territories associated with E.E.C. coun- 
tries—to channel capital from advanced areas to less developed 
regions of the community and its dependencies. 

(8) Colonies and associated territories to be linked to E.E.C. 

(9) Principle of equal pay for equal work to be applied through- 
out the community. 

(10) Members to strive to improve living and working conditions 

and to equalize such conditions at increasingly high levels. 


Unless the transition period is shortened, as is now being 
considered, the Common Market will not be fully estab- 
lished until 1973. At that time there will no longer be any 


* Tariff duties on individual products in intra-community trade were cut 10 per 
cent on Jan. 1, 1959, and additional 10 per cent cuts were scheduled for July 1, 
1960, and Dec. 31, 1961. The Council of Ministers of E.E.C. on March 10, 1960, 
tentatively approved a proposal to make the two latter cuts 20 instead of 10 per cent. 
Shortening of the transition period from 12-15 years to 6-8 years had been urged by 
Walter Hallistein, the West German who is president of E.E.C 

* Rates of the common tariff are to be generally at a level midway between the 
duties previously imposed by the low-tariff members of the community and the duties 
previously imposed by the high-tariff members. Pending acceleration proposals call 
for initial application of the external tariff on July 1, 1960, instead of Dec. 31, 1961. 
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customs duties or other limitations on passage of goods 
from any one of the six countries to any other. The com- 
munity will operate as an integrated economic unit, ex- 
pected by that time to include 175 million people—a unit 
comparable in size to the current domestic market of the 
United States... Members of the E.E.C. together already 
constitute the world’s largest importer and second largest 
exporter. Their economic union is expected to lead to a 
rise in overall demand within the community, allowing pro- 
ducers to engage in more industrial specialization and mass 
production with consequent reduction of costs and prices. 
All this will mean a higher standard of living for inhabi- 
tants of the community. 


LIBERAL TRADING PRINCIPLES OF COMMON MARKET 


E.E.C. executives have repeatedly declared that they do 
not intend to convert the Common Market into a protec- 
tionist citadel. President Walter Hallstein said on June 6, 
1959: “The whole objective of the Common Market, stated 
in the agreements, is to increase freer world trade. It 
will not be an inward-looking, protectionist bloc. It can- 
not [be] simply because its whole interest is in promoting 


trade, its whole economy is dependent on trade.” The 
European Economic Commission, which is the community’s 
administrative body, has emphasized that the Rome treaty 
is in conformity with the General Agreement on Tariffs 
and Trade, which treats customs unions as instruments of 
economic expansion, and that the community’s common ex- 
ternal tariff will make the six nations together less pro- 
tectionist than they were when pursuing separate trade 
policies.® 


Paul van Zeeland, former Belgian Prime Minister, said 
in a New York speech last November: “The Common Mar- 
ket has never been considered by its authors as an end in 
itself. It is a means towards an end. That end can be 
defined as follows: to raise the economic prospects of all 
the member states and bring a new contribution to eco- 
nomic expansion in the world.” Zeeland listed two passages 
in the Rome treaty to demonstrate the community’s devo- 


5 Although the gross national product of the community is currently only about 
one-third that of the United States, its rate of growth is noticeably 


larger and com- 
pares favorably with that of the U.S.S.R 


* Duties imposed by the common tariff will be generally higher for the Benelux 
(Belgium, Netherlands, Luxembourg) countries, which have 20 million inhabitants, 
but lower for France and Italy with 90 million inhabitants Moreover, the 10 per 
cent tariff cut on community trade on Jan. 1, 1959, was extended to imports from 
all GaTT countries 
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tion to trade liberalization: (1) “By establishing a customs 
union among themselves, the member states intend to con- 
tribute .. . to the progressive abolition of restrictions in 
international exchanges and the lowering of customs bar- 
riers’; and (2) “[The community may conclude agree- 
ments with] a third country, a union of states, or an inter- 
national organization.” Preparations to take in Greece 
and Turkey as associated nations of the community are 
well under way. 


The European Economic Community is more than a 
customs or economic union. Its members regard it as a 
stepping stone to political integration. President Hall- 
stein said last December: “The European Community is 
already in some respects a political community. Its insti- 
tutional structure is political and its aim is political.” 7 
President Eisenhower observed on June 25, 1959: “The 
promise of the Common Market, both for member states 
and for other countries, is reinforced by the continued 
emphasis which the E.E.C. Commission has placed upon 
the open and outward-looking nature of the community. 
.. . The United States supports the Common Market and 
the concept of increased European integration underlying 
it on political, economic and security grounds.” Despite 
such statements, the Committee for Economic Development 
has warned that formation of the Common Market might 
nevertheless lead “toward the creation of new regional 
barriers more dangerous and more durable than present 
barriers.” ® 


REASONS FOR ORGANIZING FREE TRADE ASSOCIATION 


The threat to British exports posed by the projected 
leveling of barriers to intra-continental trade gave rise to 
a proposal for establishment of a genera] European free 
trade area in association with the Common Market. Under 
this proposal, spearheaded by the British, trade between 
all Western European countries (except in agricultural 
products) would have become tariff-free at the end of a 
transition period, but each country would have retained 
the right to impose its own tariff duties on imports from 
countries outside of the free trade area. This scheme 
would have given British exports, for example, free access 
to the Common Market—and exports from E.E.C. countries 


7 Interview with Hallstein, Bulletin from the European Community, January 1960, 
p. 2 


®* Committee for Economic Development, op. cit., p. 11. 
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free access to the British market—but it would have en- 
abled the United Kingdom at the same time to maintain 
preferential rates on imports from Commonwealth coun- 
tries as against imports from countries outside the free 
trade area.® 


After more than three years of discussion under O.E.E.C. 
auspices, the proposal for a European free trade area gave 
way to the more modest plan for a European Free Trade 
Association. The convention establishing E.F.T.A. was 
initialed Nov. 20, 1959, by Austria, Denmark, Great Brit- 
ain, Norway, Portugal, Sweden and Switzerland—the so- 
called Outer Seven. The primary purpose of the group 
was to expand trade among its members to compensate for 
any loss of trade suffered through operation of the Com- 
mon Market. It was thought also that the Seven by join- 
ing forces could increase their bargaining power in trade 
negotiations with the Six. 


Axel Iveroth, president of the Federation of Swedish 
Industries, addressing the C.E.D. trustees last November, 
listed four reasons why the Seven, who do not comprise 
a natural trading group, undertook to form their own 
association instead of persisting in the attempt to estab- 
lish a broader free trade area. First, each of the Seven 
had different ideas about the form that a larger group 
should take. Second, they did not wish to join the Common 
Market and accept the jurisdiction of its supranational in- 
stitutions. Third, creation of the group was necessary to 
broaden the markets of its smaller members and thus put 
their industries in stronger position to withstand compe- 
tition from the growing industries of the Six. Fourth, 
“Tt was of utmost importance to the industries of the Seven 
countries to get, without delay, a somewhat more concrete 
idea of what size their future markets would be.” 


E.F.T.A. differs from E.E.C. chiefly in permitting its 
members to retain individual tariffs on imports from out- 
side countries. The Seven plan to abolish all tariffs be- 
tween one another on industria] goods and to introduce 
special arrangements to expand trade in agricultural and 
fishery products.’° British Prime Minister Harold Mac- 


*See “European Economic Union,” E.R.R., 1957 Vol. I, pp. 234-238 
% The European Free Trade Area is to be established progressively over a 10-year 
period. A tariff cut of 20 per cent on July 1, 1960, is to be followed by annual 10 
per cent reductions beginning in 1962. The association offered, March 12. to discuss 
extending the cuts to the Common Market countries on a reciprocal basis 
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millan said on Oct. 27, 1959, that E.F.T.A. would “provide 
for economic and political unity in Western Europe and 

contribute to a freer trading system throughout the 
world.” 


From the economist’s point of view, E.F.T.A. is an ill- 
balanced, artificial creation. One country of the seven, the 
United Kingdom, exceeds all the others taken together in 
population, national income, and value of trade. More- 
over, the foreign commerce of Austria, Switzerland and 
Portugal will presumably be benefited in only a minor way, 
because those countries trade far more with their respec- 
tive neighbors than with Britain or the Scandinavian 
countries.'"! Altogether the association will have a market 
of about 90 million people—a little more than one-half 
that of the E.E.C.—and a productive capacity equal to 
about two-thirds that of the Common Market. 


Differences in the external tariffs of the Seven are ex- 
pected to cause some difficulty. Because Denmark, Sweden 
and Switzerland have generally low tariffs and Austria, 
Britain and Portugal generally high tariffs, there is danger 
that outside countries will attempt to ship products to the 
high-tariff countries via the low-tariff countries. The 
United States, for example, might ship automobiles into 
low-tariff Denmark for reshipment duty-free to the United 
Kingdom. However. in an attempt to solve the problem of 
origins, the Seven have agreed on a simple rule of thumb: 
Importers may claim origin within the area if no more 
than one-half the value of a product consists of non-area 
materials or if the final manufacturing stage took place 
within the area and involved certain listed processes. 


THREAT OF TRADE WAR BETWEEN THE TWo GROUPS 


The existence of two new European trade groupings may 
be expected to generate problems in such areas as trade 
discrimination, payment difficulties, capital movements, 
and currency convertibility..2. Economic experts on both 
sides of the Atlantic fear that as the internal tariff barriers 
in the two groups are reduced, a large-scale trade war be- 
tween them may result. The leaders of both the Six and 
the Seven realize that the consequences of such a trade war 
would be harmful for all concerned. However, there are 


"u “The Outer Seven,” The World Today, January 1960, p. 16. 


% National Planning Association, 
Community,” Jan. 25, 1960 


“Strengthening the Organization of the Western 
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genuine differences which have kept the two blocs apart 
to date and which may keep them separated in the future. 


Iveroth, in his address in New York, thought the most 
noticeable and troubling difference was one of “general out- 
look, politically as well as spiritually, between the British 
and the French.” The basic economic difference is that 
the E.F.T.A. is designed to achieve free trade with a mini- 
mum of commitments, while the E.E.C. is using free trade 
as an instrument of economic and ultimately political in- 
tegration. As a result, the Seven have no plans, as a 
group, to integrate agriculture or transportation, to free 
movements of capital and labor, or to harmonize labor 
costs. The Six, on the other hand, regard their economic 
association as only the first step toward a broader political 
association. They have established a Council of Ministers, 
a 142-man Assembly, and a Court of Justice'® and, in addi- 
tion, a European Investment Bank, a European Social 
Fund, and an Overseas Development Fund. E.E.C. deci- 
sions are directly binding in the territory of member 
states; they do not have to be embodied in national legis- 
lation or government decrees. 


It is conceivable that the organizations set up to lower 
trade barriers within a designated area may turn into 
formidable protectionist blocs. Edmund Taylor, writing 
recently in The Reporter, suggested that “The tension be- 
tween the Six and the Seven will be hard to dispel because 
it stems, at least on the continental side, from political and 
emotional sources, rather than from purely economic ones.” 
He asserted that the split reflected ‘‘a kind of nascent little 
European nationalism which has brought about, at least 
temporarily, an economic reorganization of Europe.’ “4 
The Common Market has brought France out of economic 
isolation, it has separated countries like Austria and Swit- 
zerland from their natural trading partners, and it has 
confronted England with a united continental trading bloc. 


Acknowledging the threat of a trade war between the 
two blocs, Hallstein said recently that “We must start as 
soon as possible to discuss future relations between us 
[the Six and the Seven]—and in concrete terms. ... Our 

% These supranational organs serve also as the executive 


branches of the European Coal and Steel Community and 
Energy Community 


legislative and judicial 
the European Atomic 


“Edmund Taylor, “Little Europe Gets Bigger and Bigger,” The Reporter, Jan. 7, 
1960, p. 14. : 
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six governments have set up a special committee pre- 
sided over by the Commission to seek further solutions.” ' 


The seven countries of the European Free Trade Associ- 
ation noted in a special] resolution on Nov. 20, 1959, that 
“The existence of two groups... inspired by different but 
not incompatible principles implies the risk that further 
progress along these lines be hampered, if such a danger 
could not be avoided by an agreement to which all countries 
interested in European economic cooperation could sub- 
scribe.” The Seven emphasized their determination “to do 
all in their power to avoid a new division of Europe.” They 
regard the association “as a step toward an agreement be- 
tween all member countries of the O.E.E.C.” and say they 
are ready to initiate negotiations as soon as the Common 
Market is ready. 


Economic experts think that no measure short of an all- 
embracing free trade area will heal the economic split 
between the two blocs. The Seven, on the other hand, state 
that ““An agreement, based on the principle of reciprocity, 
would not cause any damage to the measures taken by 
E.F.T.A. and the E.E.C.” They believe such an agreement 
‘“‘would allow member states of either organization to elim- 
inate in common the obstacles to trade between them and, 
more generally, to seek to solve the problems they share.” 14 
However, since such an agreement between the two would 
naturally discriminate against American trade, it has been 
opposed by the United States. 


U.S. Payments Deficit; Trade With Europe 


TRADE ALIGNMENTS of a fully recovered Europe are 
now recognized as being capable of seriously affecting the 
imports and exports and the general balance of payments 
of the United States. Although the value of U.S. trade 
with European countries was equivalent to less than 2 per 
cent of the gross national product in 1959, American ex- 
ports to Europe amounted to $4 billion. Lifting of Euro- 
pean quota restrictions on dollar imports, recent European 
tariff reductions, and the expanding internal market of the 


% Bulletin from the European Community, January 1960, p. 2 
1% Text of Special Resolution of E.F.T.A., Nov. 20, 1959 
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E.E.C. have already brought about an increase in Amer- 
ican-European trade. However, a trade war between the 
two blocs might restrict their imports of American prod- 
ucts, increase overall American payment deficits, and aug- 
ment this country’s current outflow of gold. 


GROWTH OF DerFicitr IN U.S. BALANCE OF PAYMENTS 


Fluctuations in the American balance of international 
payments have mirrored fundamental changes in the world 
economy since the end of World War II. Through the late 
1940s, postwar reconstruction abroad generated large U.S. 
export surpluses which European countries settled in part 
by shipping gold to this country; American reserves rose 
from $20 billion in 1945 to nearly $25 billion in 1949. This 
phase was terminated at the end of 1949 but was promptly 
resumed with outbreak of the Korean War in 1950. John 
J. McCloy, chairman of the Chase-Manhattan Bank, said 
in New York, Dec. 15, 1959: 


Ever since 1950 the United States has been spending more dollars 
abroad than other countries have chosen to spend in the United 
States. In that sense our international payments have long been 
out of balance. But until 1958 the imbalance was not great—it 
averaged about $1 billion a year—and for the free world this was 
healthy. There was a dollar shortage throughout the world, and 
by running an imbalance in its payments with other countries, the 
United States made it possible for the rest of the world, and 
particularly Western Europe, to rebuild its foreign exchange 
reserves of gold and dollars. World trade could not have increased 
as it did without this. 


McCloy noted that with the onset of a mild world re- 
cession in 1957-58, the imbalance in America’s foreign pay- 
ments suddenly increased. The deficit rose in 1958 to $3.4 
billion and was accompanied by a sizable outflow of gold." 
The deficit reached almost $4 billion in 1959. Although 
the United States still holds $19.5 billion in gold reserves, 
continuing deficits of this size created uneasiness.'® 


7 Six European countries—Austria, Belgium, Great Britain, Italy, the Netherlands 
and Switzerland—together took 99 per cent of the $2.3 billion of gold shipped from 
the United States 

% Gottfried Haberler, Harvard economics professor, pointed out, however, at a 
conference on trade policy on Jan. 27: “A large part of our loss of gold merely 
refiects the increased need and desire of foreign countries for greater international 
liquidity caused by the growing volume of world trade, progressive dismantling of 
the apparatus of exchange control, and restoration of free convertibility of curren- 
cies. Since gold production is insufficient to satisfy the growing demand for inter- 
national] reserves, the satisfaction of this demand must take the form of gold pur- 
chases from the U.S. or accumulation of liquid dollar holdings by foreign central 
banks in the U.S. It thus depends on the U.S. having a deficit in its balance 
It reflects the fact that the U.S. has become the world’s banker, that many coun- 
tries are on a dollar exchange standard—rather than on a simple gold standard— 
and that the dollar has become the free world’s principal reserve currency.” 
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The cumulative $14 billion deficit in payments from 1950 
through 1958 did not result from an unfavorable merchan- 
dise trade balance. For example, in 1959 merchandise 
exports, exclusive of military shipments, totaled $16.2 
billion, while merchandise imports amounted to only $15.3 
billion. But other international payments turned this favor- 
able trade balance of $0.9 billion into a $3.7 billion overall 
deficit. 


FACTORS CONTRIBUTING TO THE PAYMENTS DEFICIT 


Foreign economic aid now amounts to about $2.6 billion 
annually, including $1 billion in loans by the Export-Import 
Bank, the Development Loan Fund, and other government 
agencies. The Export-Import Bank, established in 1934, 
has always required that most of the proceeds of its loans 
be spent for American goods. Vance Brand, director of 
the Development Loan Fund, said on Oct. 16, 1959, that 
from now on most of the money lent by that agency to 
foreign countries would have to be expended in the United 
States. This was a major innovation in foreign aid policy. 
Foreign borrowers previously had been allowed to spend 
loan proceeds where prices were lower and the money would 
go further. The policy change was made “in view of the 
growth in the economic strength of the industrialized coun- 
tries of the free world.” The dual purpose was to encour- 
age foreign countries to expand their own aid programs 
and to promote American exports. 


Military aid, which amounted to about $2.5 billion in 
1959, took the form largely of U.S. exports. However, 
William H. Draper, Jr., chairman of the President’s special] 
committee on military aid, said in Washington last Nov. 18 
that “The Mutual Security Program is not the culprit that 
is causing the imbalance today.” Opponents of foreign 
aid have suggested that the balance of payments problem 
could be easily solved by sharply reducing or eliminating 
foreign assistance. This is an illusory solution because 
American military aid in weapons and material mostly takes 
the form of exports manufactured by American labor and 
involving no payments overseas. Draper said, “If we are 
foolish and allow the critics and the isolationists to ham- 
string this program on the false argument that it threatens 
our gold reserve, then we will not solve the gold problem, 
but certainly we will jeopardize our own security and that 
of the free world.” 
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Maintenance and support of American military bases 
overseas cost more than $3 billion in 1959. None of the 
money was tied to exports and the countries receiving the 
dollars were free to use them as they chose. McCloy 
pointed out in mid-December that “These establishments 
lie at the very heart of our defense policy, but there is no 
denying that they are one of the major elements in the 
current imbalance in our foreign payments.” 


Private foreign investment by Americans, actively en- 
couraged by the government over the past decade, has also 
contributed to the deficit in international payments. Since 
1956 this flow of money abroad has averaged more than $2.5 
billion a year, but the volume has fallen off recently. Henry 
C. Alexander, chairman of the Morgan Guaranty Trust 
Co., said Oct. 17, 1959, that “‘Until we increase our exports 
of goods and secure some relief from the heavy burdens 
of foreign aid, we had better proceed only modestly in pro- 
moting, through tax laws, treaties, or otherwise, the move- 
ment of private capital abroad.” 


Charles P. Kindleberger, Massachusetts Institute of Tech- 
nology economics professor, said in Washington, Jan. 27, 
that “The two major lines of government endeavor which 
fit the prescription are removal of foreign restrictions on 
dollar imports remaining from the long period of dollar 
shortages, and redistribution of foreign military expendi- 
tures and economic assistance to shift the burden away 
from the United States and to Western Europe.” Econo- 
mists think that removal of foreign discriminations against 
American goods may make a dent in the payments deficit. 
Measures advocated recently to assure a sharp cut in the 
deficit have included a campaign to expand merchandise 
exports, assumption of a larger share of the foreign aid 
burden by this country’s allies, and promotion of condi- 
tions that will attract foreign investment funds to the 
United States. 


EFFORTS TO EXPAND AMERICAN EXPORTS TO EUROPE 


Merchandise exports showed the same total of $16.2 
billion in 1959 as in 1958. However, the Bureau of the 
Census reported on Jan. 27 that outward shipments in 
December were the highest in two years, and the National 
Trade Council predicted a 12 per cent increase in exports 
in 1960. The Council said on Jan. 18 that it expected a 
marked pickup in the export of raw cotton, fats and oils, 
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aircraft, steel and scrap, pharmaceuticals, construction and 
mining equipment, and electrical machinery. Except for 
declines in coal and oil shipments to Europe, a general rise 
in other exports also was foreseen. 


The effect of the formation of the two European trade 
blocs on American exports remains uncertain. A large 
share of U.S. exports to Europe consists of agricultural 
products; the E.E.C. has not yet formulated its policy on 
agricultural imports, and the E.F.T.A. countries have ex- 
cluded farm products from their agreement. Raw materials, 
which also constitute a fairly high portion of U.S. exports, 
come under low European tariffs or none at all and there- 
fore are not likely to be subjected to restrictive measures. 
American commercial exports to E.F.T.A. countries 
amounted to $1.4 billion in 1958; shipments to the Common 
Market countries that year aggregated $2.4 billion. The 
two groups together took 25 per cent of American exports 
and supplied about the same share of American imports.’® 


Foreign quotas on the quantities of goods allowed to 
be imported, as well as high tariffs in some countries, have 
restricted the flow of American exports. Secretary of the 
Treasury Robert B. Anderson, told the governors of the 
World Bank and the International Monetary Fund on Sept. 
29, 1959, that there was no longer any reason for other 
industrialized countries “to favor imports from non-dollar 
countries over those from dollar countries.” Under Sec- 
retary of State Douglas Dillon emphasized the adminis- 
tration’s drive to eliminate discrimination against Ameri- 
‘an exports at a GATT meeting in Tokyo, Nov. 20, 1959. 
Dillon said that “The restoration of external convertibility 
to the main trading currencies of the world... has removed 
any balance of payments justification for discriminatory 
restrictions by countries whose export earnings are largely 
in convertible currencies.” 


Both E.E.C. and E.F.T.A. members have made notice- 
able progress in removing import quotas. However, the 
Trade Relations Council of the United States has pointed 
out that “The recent decisions by France and Great Britain 
to dismantle their quantitative curbs, directed primarily 
at dollar imports from the U.S., .. . do not affect the status 
of European tariffs, many of which are pegged at high 


Edward M. Bernstein, International Effects of U.S. Economic Policy (Study 
paper prepared for congressional Joint Economic Committee, Jan. 25, 1960), p. 11 
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levels.” 2° Great Britain, for example, has removed quan- 
titative restrictions on the import of American automo- 
biles, but the duty remains at its previous 30 per cent level. 
Commenting on the European trade blocs, Alfred C. Neal, 
C.E.D. president, said on Jan. 27 that the United States 
“must push for a lowering of tariffs all around and par- 
ticularly for a lowering of tariffs by regional groupings.” 


The Eisenhower administration is seeking to strengthen 
the voice of the United States in that direction through 
becoming an active participant in the Organization for 
European Economic Cooperation. As that plan takes shape, 
it is preparing also to make special efforts to swell Amer- 
ican exports. President Eisenhower, in a special message 
to Congress on March 17, outlined a three-point program 
for this purpose. The State Department will more than 
double its present total of 112 commercial attaches sta- 
tioned abroad; the Commerce Department will enlarge its 
Washington and field staff assigned to the work of inform- 
ing American businessmen of opportunities for export 
sales; and the Export-Import Bank will guarantee short- 
term export credits granted by private banks—not against 
ordinary commercial risks but against such political risks 
as war or imposition of foreign government restrictions 
that would prevent repayment of the obligation on time. 


American businessmen were told by H. J. Heinz II, at a 
meeting of the American Management Association in New 
York on Jan. 26, that “American products will have the 
same difficulties in the market of the Six and the Seven 
that the products of each bloc have in the other.” Heinz 
said that companies should begin to think and plan “in 
terms of regional rather than just country markets”; 
that “there is the need of decentralizing international 
operations on a regional trade basis rather than on 
a geographical basis”; and that businessmen should “re- 
study product lines and distribution channels to include 
diverse national tastes and distribution systems within the 
possible trade areas.” 


President Eisenhower in his Economic Report to Con- 


» “Some European Trade Discriminations Go, Others Enter,” Tradeways, January 
1960, p. 2 

™ Another general Gatr tariff-bargaining session is scheduled to get under way in 
September 1960. Negotiations for concessions will be conducted with the Common 


Market, and presumably also E.F.T.A., as well as among the two score individual 
countries belonging to GaTT 
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gress on Jan. 20 said that “Exports should gain from the 
strong expansion of production and investment that is pro- 
ceeding in the industrial countries abroad.” The report 
concluded that, except in automobiles and steel, U.S. exports 
were not generally losing ground in world markets. Chair- 
man Warren G. Magnuson (D Wash.) of the Senate Com- 
merce Committee emphasized last Nov. 12 that “A really 
significant increase in exports can be achieved only if U.S. 
products are competitive in price, quality, and suitability, 
if they are offered on credit terms as favorable as those of 
our competitors, and if U.S. exporters go after foreign 
markets with as much competitive vigor as they go after 
the domestic market.” 


CONCERN OVER INCREASE IN IMPORTS FROM EUROPE 

Manufacturers and labor leaders alike have expressed 
concern over the continuing rise of imports from Europe. 
The growing volume of automobiles, cameras, typewriters, 
and other consumer items imported by the United States 
indicates development of a broad taste for foreign goods 
among the American people.22,> Commenting on the surging 
increase of imports, President Eisenhower said in his 
Economic Report that “United States merchandise imports 
rose in little more than a year by about 25 per cent from 
their recession low in the first quarter of 1958. The prin- 
cipal elements in this expansion were the strengthening 
of demand for industrial materials . . .; the continued rise 
in purchases of foreign automobiles and other manufac- 
tures; and special demand situations relating to meat, steel, 
and building materials.” 


The A.F.L.-C.LO., alarmed by growth of imports from 
countries with low wage standards, has been urging that 
the U.S. Tariff Commission be empowered to determine 
normal levels of domestic output of goods, and “the antici- 
pated needs of our growing population,” as a basis for 
import quotas to prevent foreign inroads on domestic mar- 
kets. An A.F.L.-C.1.0. resolution, approved by the national 
convention last Sept. 21, declared that “Mushroom growth 
of sweatshop industries in exporting countries employing 
workers at unconscionably low wages under sweatshop con- 
ditions must be discouraged by foreign governments as well 

= Total inyports rose from $12.9 billion in 1958 to $15.3 billion in 1959, the highest 
total on record. Imports last year included $2.6 billion in met $2.2 billion in min- 


erals, $1.7 billion in wood and paper, $1.6 billion in machinery and vehicles (up $500 
million from 1958), and $1.2 billion in textile fibers and manufactures 
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as through the tariff and trade policies of the United 
States.” 


While the domestic industries and labor affected by com- 
petition of foreign imports have marshaled strong pressures 
in behalf of higher tariffs and import quotas, the adminis- 
tration has remained committed to a liberal trade policy. 
Under Secretary Dillon said at the GATT meeting, Oct. 27, 
1959, that “Either we move ahead to get rid of outmoded 
trade restrictions, or we can expect a resurgence of pro- 
tectionism and restrictive action. . . . Success in this effort 
is essential to assure economic growth and raise standards 
of living in the industrialized and less developed nations 
alike.” 


FREE WoORLD AID TO UNDERDEVELOPED COUNTRIES 


There is widespread agreement among economists on 
both sides of the Atlantic that the free world must mobilize 
and use its resources as efficiently as possible if it is to 
meet the challenge of the Communist bloc in extending aid 
to underdeveloped countries. Sir Oliver Franks said in his 
speech in New York last November that “If 12 years ago 
the balance of the world turned on the recovery of Western 
Europe, now it turns on a right relationship of the indus- 
trial north of the globe to the developing south.” 


Secretary of the Treasury Anderson said on Sept. 28, 
1959, that he welcomed return of the industrialized West- 
ern European countries “to an economic position where 
they are capable to an increasing extent of participating, 
both directly and through financial institutions, in supple- 
menting the basic efforts of the developing countries them- 
selves.” Similarly, Barbara Ward Jackson, well-known 
British economist, observed on Jan. 27 that “Western 
Europe has recovered its productiveness and must now 
join with America in a sustained purposeful plan to see 
that trade, private investment and government-to-govern- 
ment aid all play their essential part in pushing the emer- 
gent people through the ‘sound barrier’ of modernization.” 


Under Secretary Dillon proposed in Paris on Jan. 12 that 
the United States and other free world countries join in a 
coordinated effort to step up aid to underdeveloped nations. 
A development assistance group of eight Western nations 
and Japan met in Washington, March 9-11, to discuss closer 
foreign aid cooperation. Dillon told the other participating 
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countries that most of them could afford to increase their 
foreign aid expenditures. Hubert de Besche, deputy sec- 
retary general of the Swedish foreign ministry, had asserted 
in Washington on Jan. 27, however, that “only if the eco- 
nomic split in Europe is repaired” would Europe “be able to 
join the United States in a really great effort to assist 
the underdeveloped countries.” 


The Commission of the Common Market is actively con- 
sidering a European Community ‘Marshall Plan” for less 
developed nations of the free world. In the meantime, in- 
vestment in underdeveloped areas of the European Eco- 
nomic Community and its dependencies is to be assisted 
by funds from special financial pools. The Rome treaty 
provided for a European Investment Bank and a Develop- 
ment Fund for these purposes. The Development Fund will 
spend approximately $581 million over a five-year period, 
$511 million of which is to be allocated to the dependent 
territories of France.* 


American Moves to Avert Trade Conflict 


WHEN the threat of new obstacles to international trade, 
from a possible European trade war, prompted the United 
States to move into the middle of European economic affairs 
last January, Under Secretary Dillon said at Paris: “It is 
clear that the development of United States commercial 
policy cannot be divorced from developments in such an 
important area of world trade as Western Europe. . . . The 
pursuit of a liberal commercial policy by the United States 
is essential to the functioning of an effective world trading 
system. It can be kept liberal only insofar as other major 
trading countries also pursue liberal policies.” 

ATTEMPT TO BRIDGE GAP BETWEEN “SIX” AND “SEVEN” 


American interest in closing the gap between the Inner 
Six and the Outer Seven countries, combined with a desire 
to mobilize European financial resources to supplement U.S. 
aid to underdeveloped lands and to remove restrictions 
against dollar trade, resulted in the special January meet- 

“France and Germany will each contribute $200 million to th fund, Belg 


the Netherlands $70 million, Italy $40 million, and I 
will therefore be the principal beneficiary 


ium and 
ixembourg $1 million France 
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ing of O.E.E.C. countries with the United States and 
Canada. The meeting, welcomed by members of both Euro- 
pean economic blocs, was suggested by the United States 
and led by Under Secretary Dillon. American proposals, 
slightly altered, were those finally adopted. Dillon insisted 
that the competitive problems of a newly prosperous Europe 
were a matter of international concern. This approach was 
welcomed by the E.E.C. nations, who agreed that the 
economic division of Europe had become an Atlantic prob- 
lem. The Swiss, the Swedish and the British, on the other 
hand, made it clear that they regarded the world-wide or 
Atlantic approach as an evasion of the central problem of 
European trade.4 


Dillon brought out at Paris that the United States wanted 
to establish closer economic ties with the European coun- 
tries. No machinery now exists to bring about effective co- 
ordination of policy between the Six, the Seven, and the 
United States. John J. McCloy said last Dec. 15: “What is 
needed is an organization which joins North America to 
Europe to deal with the problems of the Atlantic world as 
well as its relations with the less developed lands. We have 
no institutional arrangement today which can accomplish 
this.” The National Planning Association pointed out on 
Jan. 25: 

None of the existing institutions within the West are capable 
of carrying on these internal functions. ... The O.E.E.C. is too 
European in its membership, experience and orientation. At the 
global level are the world-wide economic institutions of the United 
Nations, which include a large number of non-western countries, 
communist and non-communist. It would neither be practicable 


nor desirable to expect these universal organizations to deal with 
problems within the Western Community. 


The association concluded that “Regardless of its specific 
name and membership, a_ strengthened organizational 
framework for the Western Community is today more 
necessary than ever before.” 


PLAN FOR AN ATLANTIC ECONOMIC COOPERATION GROUP 


Dillon told the Paris conferees on Jan. 12 that “Study 
should be given to revitalizing and broadening the work of 
the Organization for European Economic Cooperation 
through the establishment of a successor organization in 
which the United States could become a full member.” He 


* “Wise Men for Trade and Aid,” The Economist, Jan. 16, 1960, p. 212. 
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then proposed a study of ways to set up a 20-nation group, 
including the United States and Canada, that would change 
the O.E.E.C. into an O.A.E.C. or Organization for Atlantic 
Economic Cooperation. It was agreed that the study would 
be carried out by a working party of four “wise men” 
from the United States, Britain, France and Greece. Those 
later named from the respective countries were W. Ran- 
dolph Burgess, Paul G. Booth, Bernard Clappier, and Xeno- 
phon Zolotas.” 


Representatives of the O.E.E.C., which was formed in 
i948 in connection with Marshall Plan aid and the Euro- 
pean recovery program, were in agreement that the organ- 
zation could no longer serve as a negotiating agent between 
the Six and the Seven. Milton Gilbert, Director of Eco- 
nomic Affairs of the O.E.E.C., said in Washington on Jan 
27 that “While many of the organization’s activities have 
been continuing as in earlier years, it is a fact that in some 
fields, particularly trade and payments, the work of the 
organization stalled and there seems to be no mechanism 
for getting it off dead center.” 


PEAN REGIONAL TRADE ORGANIZATIONS AND GAT1 


Dillon, speaking in Paris on Jan. 12, said that the “trade 
problems now emerging in Western Europe” raised many 
dangers. On one hand was “the danger that these trade 
problems could lead to political and economic frictions 
within Europe which might weaken the cohesion of the free 
world.” On the other hand was “the danger that in an 
effort to solve the regional European trade problem, meas- 
ures might be taken which could seriously impair the 
world-wide trading principles established in the General 
Agreement on Tariffs and Trade.”’ The United States hopes 
that GATT rules will be observed in any accerd between 
the Six and the Seven and so assure automatic extension 
to all GATT members of trading benefits given by one group 
to the other. 

Jean Royer, deputy executive secretary of GATT, recalled 
in Washington on Jan. 27 that at the end of the Second 
World War “the United States put forward detailed pro- 
posals for the organization of a multilateral system of 
trading,’ which was realized in GATT in 1947. 

“The “wise men” represent, respectively, North Americ: E.F.T.A., E.E.C 
the other members of O.E.E.C It was decided that a r iz of senior officials of 
O.E.E.C. and the United States and Canada should be held in Paris on April 21, 1960 


to consider the reorganization question It is doubtful whether approval of American 
membership by Congress will be sought at the present 
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trading nations have agreed {Royer said] on a code of 
under which they have accepted definite limitations on 
itervening in the conduct of foreign trade; this club 
countries able and willing to accept such commit 
ically, the governments have agreed to cond 

sis of equality of chances, i.e., « 

hey have also [agreed] to abandor 

strict import juant 
involving price 
ubsidles 


Royer added that the position of trading countries in the 
1960s is quite different from what it was in the immediate 
postwar period. They now have to struggle with a number 
of economic issues which have “a very important political 
flavoring,” such as “regionalism and subregionalism,”® ob 


} 


tacles to the trade of agricultural products, trading rela 
tions between industrialized countries and the underdevel 
yped world, and relations with state-trading countries.”’ 


1 


rising from these issues make it quite 


nent of trade in the world requires a machinery 


facing squarely these awkward problen 


PROSPECTS FOR FREER TRADE CONDITI 
The North Atlantic Treaty Organization and similar 
defense groups were established because the member na 
tions learned that their separate defense problems wert 
intertwined. Now, as the threat of communism shifts from 
military aggression to economic competition, the free world 
finds it necessary to devise instruments for cooperating 
against a new danger. Meanwhile, creation of two rival 
trading groups in Western Europe has complicated th: 
problem 
states, as an exporting nation, is interested 
in obtaining tariff reductions and an end to discriminatory 
trade barriers in Western Europe as a means of strength- 
ening the free world economy. The Committee for Eco 
nomic Development has said: “Reduction of trade barriers 
is not only the step most harmonious with our domestic 
economic interest and with our foreign economic and polit- 
cal inters It is a the step most truly consistent with 
the ideal of the free economy that we hold up as a standard 
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at home and abroad.” 27 
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It is possible that the competitive aspects of the two 
European trade blocs have been overemphasized. Formation 
of E.E.C. and E.F.T.A. may have been a turning point 
toward complete free trade in non-farm products in West- 
ern Europe. This is what the leaders of the two blocs 
have been insisting all along.2* For example, the initial 
E.E.C. internal tariff cut was extended to all GATT coun- 
tries, and E.F.T.A. has offered to extend its initial reduc- 
tions to Common Market countries in return for recipro- 
cal favors. 


When the members of both E.E.C. and E.F.T.A. have 
abolished all their internal trade barriers, it is possible that 
the two trade blocs will be merged into one. However, long- 
range economic competition from the Communist state- 
trading countries raises some doubt as to whether the ideal 
of a free international economy is practical under present 
conditions. The C.E.D. concluded in its study of the Com- 
mon Market that the United States does not have and badly 
needs “a realistic philosophy for a world in which the rela- 
tions among national economies are not determined and 
cannot be expected to be determined entirely by the oper- 


ation of free international markets in goods and capital.’ 2 


* Economists such as Milton Gilbert think 


“Regional progress toward free trade 
leads inevitably to freer trade 


¢ on a world-wide basis.” Gilbert said on Jan. 27 that 
“We would not have dollar liberalization in Europe today if the difficult initial steps 
were not first taken on a regional! basis.” 


* Committee for Economic Development, op 2 


et., p. 12 
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